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Great accomplishments often come after overcoming great cha R

theme of this year’s Annual Report, “Going the Distance,” speaks ﬁé,t 2
and arduous journey often involved in drug development and the fact that
we at AtheroGenics are well-prepared for the challenges that lie ahead. We

believe we have the expertise, resources and perseverance required to succeed.

Our success will be driven by the combination of skills found in our

employees and advisors, who work together as a team to navigate the

complex drug development pathway.

We have undertaken this challenge because we believe that AGI-1067 is \ﬁ § /
uniquely positioned to change the landscape of diabetes therapies by initially

addressing the disease itself, but also by subsequently addressing the major ”

cause of death in patients with diabetes—heart disease. '[




letter to shareholders

For AtheroGenics, 2007 was a challenging year, as our
ARISE Phase 3 clinical study of our lead compound,
AGI-1067, did not meet its primary endpoint in cardiovas-
cular disease. Nevertheless, since that result, we have
maintained a team-oriented, disciplined approach to
addressing issues, which has served this Company well
for more than a dozen years of operation, Qur decisions
continue to be data-driven, made after soliciting input from
varied sources both inside and outside of the Company,
and the data from the ARISE ftrial have pointed the way
forward for AtheroGenics. Often the correct course can be
difficult and challenging, but we believe AtheroGenics has
the resources, the resiliency and the determination to pur-
sue this opportunity that may potentially offer a new ther-

apy and hope for millions of patients around the world.

While we were disappointed that the ARISE trial didn't
meet its primary endpoint of a reduction in major adverse
cardiovascular events compared to placebo, we did observe
a signal of therapeutic benefitin a number of diabetes mea-
sures, including the primary measure that the U.S. Food
and Drug Administration (FDA) uses to assess efficacy for
a new diabetes drug. Notably, these effects occurred on
top of currently used diabetes medications, including insu-

lin, metformin and thiazolidinediones (TZDs).

When planning the ARISE trial, we were well aware of
recent scientific literature that linked oxidative inflamma-

tory signaling pathways, an area where AGI-1067 has

Russell M. Medford, M.D., Ph.D.
President and Chief Executive Officer

been shown to have activity, to the pathogenesis of both
cardiovascular disease and diabetes. As such, we were not
overly surprised by the data that suggested AGI-1067 was
working in diabetes. These and other pertinent data from
this 12,000 patient-year trial encouraged us to initiate plan-
ning activities for a Phase 3 clinical study of AGJ-1067 in

Type 2 diabetes.

In August, we enrolled the first patient in a Phase 3
controlled diabetes study, named ANDES (AGI-1067 as
a Novel Anti-Diabetic Agent Evaluation Study). ANDES
is the first of two pivotal trials intended 1o evaluate the

efficacy and safety of AGI-1067 for the treatment of
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Type 2 diabetes. ANDES is a multi-center double-blind
study, originally designed with 1,200 diabetes patients to
be randomized to one of three doses of AGI-1067 (75, 150,
and 300 mg} or placebo for six months. In November, after
a series of meetings with the FDA, we agreed to remove
the 300 mg dose from ANDES, based on the rare occur-
rence of an abnormal effect on the liver in ARISE, which
affected that dose’'s risk-benefit profile, We continued the
ANDES trial with the 75 mg and 150 mg doses, and com-
pleted full enroliment on schedule in December with a total
of 999 patients. We will conduct a planned interim analy-
sis to evaluate the efficacy and safety of AGI-1067 after
three months of dosing in the second quarter of 2008. We
expect 1o release final data on the full six months of dosing

during the second half of 2008.

The data fram ANDES also will provide the Company with
important infarmation to share with the FDA as we com-
mence planning the trial design of the second controlled
diabetes study, which is a necessary step towards the
completion of a New Drug Application for AGI-1067 in

Type 2 diabetes.

Importantly, last year's news reports and controversy
regarding one of the most commonly used classes of anti-
diabetic drugs underscores the critical need for new dia-
betes agents that are safe with regard to cardiovascular
outcomes in diabetic patients. Cardiovascular disease is

the major cause of morbidity and mortality for individuals
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with diabetes, with upwards of 70 percent of people with
diabetes dying from heart attack or stroke. Based on the
data seen with AGI-1067 in ARISE and the positive results
in the secondary endpoint, demonstrating a 19 percent
reduction in risk of "hard” cardiovascular endpoints,
including cardiovascular dezth, heart attack and stroke, \ve
believe that if confirmed in future studies, AGI-1067 could
potentially provide important cardiovascular benefits “or

patients with diabetes.

The actions we took this past year to pursue this new ther-
apeutic direction were not taken lightly and were not with-
out considerable pain to the organization. Subsequent to
our analysis of the ARISE results, we conducted a thorough
evaluation of the Company's assets and an in-depth reviaw
of our business strategy. Shortly thereafter, we received
approval from our Board of Directors to move forward and
realign the Company’s near-term business plan io focus on
completing a comprehensive evaluation of our key asset,
AGI-1087, in diabetes. To this end, we took the difficult hut
necessary step of restructuring the organization o stream-
line our operations and conserve cash, while ensuring that
we had the necessary resources to pursue the develop-
ment of AGI-1067, initially for a diabetes indication. T1is
resulted in a workforce reduction of approximately 50 per-
cent. Those who were let go were valuable contribuiors
to helping AtheroGenics get to its present stage, and 'we

wish them well in their future endeavors.




These events alsc had a considerable negative effect on
our stock price. We remain committed to enhancing share-
holder value and believe that the best way to do that is
by the continued development of much needed, novel
pharmaceutical products. We are optimistic about 2008
and look forward to the upcoming interim results from
our Phase 3 study of AGI-1067 in Type 2 diabetes as an
important next step in the process of enhancing share-

hoider value.

We are also taking other steps to enhance value for all of
our stakeholders, including cur convertible note holders.
In 2007 and in early 2008, we took action to increase our
financial flexibility by deferring the maturity of the majority
of our 2008 convertibie debt to 2011. Under the restructur-
ings, we deferred $65.56 million of notes due 2008 for $5.5
million in cash and $71.9 million in new notes due March 1,
2011, Impartantly, our note holders agreed to maintain the
conversion price on the new notes at $15.34. This activity
provided the Company with a strengthened working capi-
tal position, resulted in a minimized increment in potential
dilution to our current equity holders and only nominally
impacted our annual cash requirements. The Company
ended the year with approximately $93 million in cash and
investments, which is sufficient to complete our ANDES

clinical program.

Late in the year, we welcomed G. Alexander Fleming, M.D.
as AtheroGenics' Acting Chief Medical Officer. Dr. Fleming
is President and Chief Executive Officer of Kinexum LLC,
a prominent life sciences consulting firm. He is a former
senior physician at the FDA, and a recognized expert in
diabetes therapeutic development. Dr. Fleming's exten-
sive and highly relevant industry experience in the diabetes
therapeutic milieu has already proven enormously valuable
to the Company and our ANDES clinical study. We are

pleased tc have him on our team.

Looking forward, we are enthusiastic and hopeful about
the evolving AGI-1067 opportunity, and we're gearing up
to bring forward this unique investigational diabetes agent,
which, we believe has the potential to impact positively
the treatment of Type 2 diabetes in a new and unprece-
dented way. Thank you again for continuing to support the
Company in a difficult year. We hope that we have now
been through the roughest part of our journey and look

forward to reporting on our progress in 2008.

Sincerely,

ot

Russell M. Medford, M.D., Ph.D.

President and Chief Executive Officer
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market opportunity

Despite recent advancements, the fight against diabetes
continues to be an uphill battle. The level of morbidity and
maortality associated with this chronic disease remains
unacceptably high. Diabetes is now the sixth leading cause
of death in the U.S.

Type 2 diabetes was originally referred to as adult onset
diabetes, but the rapidly increasing cases of childhood
obesity, coupled with a growing elderly population are now
driving the prevatence of Type 2 diabetes and its associ-
ated co-morbidities.

Type 2 diabetes is characterized by a shortage of insulin or
a decreased ability to use insulin, a hormone that allows
glucose (sugar) to enter cells and be converted to energy.
When diabetes is not controlied, glucose and fats remain in
the blood and, over time, darmage vital organs. Diabetes can
cause heart disease, stroke, blindness, kidney failure {(end-
stage renal disease), pregnancy complications, and lower-
extremity amputations. Heart disease is the leading cause

Statistics indicate that 20.8 million Americans have
diabetes, representing 7 percent of the U.S. population.
Type 2 diabetes accounts for more than 90 percent of all
diagnosed cases of diabetes.
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of diabetes-related deaths, and death rates are about 2--4
times higher for adulis with diabetes than for those without
the disease.

The Alc test (also known as hemoglokin Alc) is used to
monitor average blood sugar control over a 3 month pericd.
The primary goal of diabetes treatment is to keep blood
glucose levels as close to normal as possible. The Alc test
can help a patient and his physician know if the treatment
they are using to control the patient's diabetes is suc-
cessful or needs to be adjusted. The American Diabetas
Association {ADA} recommeands a target of 7 percent for
patients with diabetes, Higher Alc levels may be a har-
binger for serious complications that are associated with
having diabetes.

Nearly half of all diabetes patients fail to reach the ADA
treatment goa! of Alc level of less than 7. There is cleaily
an urgent need for new treatment approaches. One-
quarter 1o one-half of people who take diabetes drugs wiill
need to switch or add another medicine within 6 years. The
majority of Type 2 patients will require multiple oral anti-
diabetic (OAD) medications, with different mechanisris
of action, in an attempt to achieve glycemic control and
attain the ADA goal. Currently marketed OADs provide
modest Alc reductions, and may be associated with unde-
sirable side effects that must be monitored. Further, the
thiazolidinediones (TZDs), a widely used class of QADs,
have been associated with an increased risk of adverse
cardiovascular side effects.

It is essential that future Type 2 therapies help patierts
to control their blood sugar durably and are well toleratad
with minimal side effects, while mitigating the chronic
consequences of this disease.

Diabetes and its associated complications represent a ¢ccn-
siderabie burden on the heaithcare system. The ADA mcst
recently has estimated the to:al direct and indirect health cere
costs in the U.S. for diabetes at $132 hillion, and an estimatad
$22 hillion are spent annually for diabetes medicines.

We believe AGI-1067 may have a unigue potential to fulfill
an unmet need in diabetes therapy with proven long tetm
cardiovascular safety and with additional studies, perhaps
even the potential for cardiovascular benefit.




AGI-1067: a unique approach
to the diabetes disease model

Oxidation and inflammation are irmportant biological pro-
cesses and are necessary to maintain health. Oxidation
provides energy from breakdown of nutrients and is a means
of disposing of toxic molecules. Inflammation protects
against infection and other threats to the body. The essen-
tial benefits of oxidation and inflammation are counter-
balanced, however, by their ability to cause tissue damage.
On-going inflammation can put oxidative processes under
stress, resulting in a condition referred to as oxidative
stress. Inflammation that lasts for more than a short period,
called chronic inflammation, sets in motion a series of
events that result in oxidative stress and tissue damage.
The abnormal stress and destructive consequences of the
interaction of inflammation and oxidation are referred to as
the “oxidative-inflammatory cascade” {QIC).

Pathologic consequences of the CIC become particularly
serious throughout years of over-eating and physical inac-
tivity in our modern, western culture where obesity has
become epidemic. Obesity is predominantly an increase in
fat cells, which helps create a chronic inflammatory condi-
tion and contributes to the development of Type 2 diabetes.
Type 2 diabetes is a complex disease process that is char-
acterized by chronic hyperglycemia, caused by defects
such as the inability of the body to use insulin effectively
("insulin resistance”) and the inability of pancreatic beta
cells to produce enough insulin for the body. It has been
proposed that these defects are the result of cell and tis-
sue damage brought on by the increased expression of
pro-inflammatory cytokines and the body's response
which increases oxidative stress. Oxidation and inflamma-
tion are thought to play a key role in the development and
progression of not only Type 2 diabetes, but also of kidney
disease and cardiovascular disease, which are so common
in diabetes patients.

AGI-1067 has demonstrated beneficial antioxidant and anti-
inflammatory properties in several pre-clinicat and clinical
studies. These data suggest that AGI-1067's unigue mech-
anism of action may modulate the oxidative-inflammatory
cascade. Down regulation of the oxidative-inflammatory
cascade offers an important new target for diabetes treat-
ment strategies which may improve glucose metabolism,
reduce insulin resistance and benefit vascular function.
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ARISE

promising diabetes data

In a subgroup analysis of 2,271 diabetic patients from the
ARISE clinical study, AGI-1067 exhibited:

* A reduction in Alc of 0.5 percent, from a mean baseline
of 7.2 percent in a well-controlled patient population

¢ A 31 percent greater achievement of the clinical Alc
treatment target of 7.0 percent or less, compared to
placebo

TZDs
N=291

Other
N=408

Insulin
N=437

Metiormin SUs
N=961 N=733
0.0 —

0.2

0.3

Placebo Adjusted Alc Change

P<.0001

05 5 oot

P<.0001

08
AGI-1067 provided clinically significant

improvements in Alc over a one year period
regardiess of background medications.
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* A reduction in Alc by an average of 1.56 percert,
compared to baseline, ir a poorly controlled patient
population with Alc baseline levels above 9 percent

» A B3 percent relative risk reduction {RRR) in the incidence
of new-onset diabetes in patients without diabetes

Impartantly, these effects were achieved on top of the
benefitsderived from today’s standard-of-care anti-diabetes
medications, including metformin, sulfonylureas {SUs),
thiazolidinediones (TZDs) and insulin.

8

B Placebo

W AGH1067 300 mg "H
5 .
4

% Devetoped Diabetes

24 27 30 33 36 38

0 3 B 9 12 1%

18 21
Months

Reduction in new onset diabetes in AGI-1067
treatment arm.



ANDES

AGI-1067 as a Novel anti-Diabetes Evaluation Study

ANDES is the first of two Phase 3 registration studies of
AGI-1087 in patients with Type 2 diabetes, Patients will be
randomized into ane of three arms of the study, consisting
of 76 mg, 150 mg or placebo. All patients in the study will
be on one or no other oral anti-diabetic agent, to include
only metformin, sulfonylureas or thiazolidinediones.

inclusion criteria stipulate that patients will be between the
ages aof 18 and 75 years with stable Type 2 diabetes for a
minimum of six months. Alc levels at randomization must
fall within a range of 7.5 percent and 10.5 percent.

The primary objective of the study is to assess the efficacy
of AGI-1087 versus placebo on improvement in glucose
control by measurement of Alc levels at six months.

ANDES Study Design

Placebo
N=300

Randomization of
Diabetes Patients
N=800

AGI-1067
N=600

150 Sites
United States
South Africa
Eastern Europe
India

Preliminary demographic data on patients at randomization
indicate that 999 patients were randomized into ANDES as
of December 2007. The average Alc level at randomiza-
tion was 8.6% with fasting blood glucose at 167 mg/dl.
Approximately 80 percent of the patients were on an oral
anti-diabstic agent at randomizaticn.

A pre-planned interim analysis on those patients who
have completed three months of dosing is scheduled for
the second quarter of 2008. Final results of the study are
expected in the second haif of 2008.

lfpte— ( Months DOSing e—-

Placebo
M=300
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an interview with
Alan J. Garber, MD, PhD, FACE

How many people are affected
by Type 2 diabetes?

There is a global epidemic for diabetes
that affects over 20 million Americans
today. This epidemic is largely due
to increased obesity and an aging
American population. Unfortunately
a third of the patients with diabe-
tes do not even know that they have
the disease. It is estimated that of
those patients that are being treated
for diabetes, less than half reach the
American Diabetes Association (ADA)
goal for good glucose cantrol.

What are the key disease
complications for patients with
Type 2 diabetes?

Unfortunately, patients diagnosed with
Type 2 diabetes may suffer multiple
long term adverse effects from the
disease. These effects include a
greater likelihood for blindness, ampu-
tation, kidney disease, and heart
disease. It is estimated that two out of
three Type 2 diabetes patients will die
as a result of heart disease or a stroke.
Current oral therapies have provided
improvements in blood sugar control,
and have provided henefits in reducing
the rates of amputation, kidney dis-
ease, and blindness; however, these
therapies have not been shown tc
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Alan J. Garber, MD, PhD, FACE
Professor, Departments of

Medicine, Biochemistry

and Molecular Biology, and

Molecular and Cellular Biology,
Bayior College of Medicine,

Houston, Texas

reduce adverse clinical events associ-
ated with heart disease.

is there a need for new medica-
tions?

Yes. The lack of success of the
metformin/sulfonylurea/finsulin paradigm
has been clearly documented in the
National Health and Nutrition Examination
Survey (NHANES) 2000 data set
showing a decline in diabetes control
with anti-diabetic therapies in 1998, as
compared to the NHANES 1988-1992
data set. Since diabetes patients were
almost exclusively treated with met-
formin plus/minus sulfonylureas with
insulin added at that time period, the
failure of such therapies to control
blood sugar levels in patients is indeed
disappointing and clearly supports the
need for newer, more innovative
approaches to therapy than the old
tried and true but unsuccessful cnes
of the past.

What are some of the challenges
in treating diabetes?

Diabetes is a serious, life-threatening
and complex chronic illness that lasts
for a lifetime. Treatment of hyperglyce-
mia is beneficial, but no agent is free of
side effects. Various agents have differ-
ing effecis upon this illness at different

stages of the disease, and only long-
term trials can hest define risks and
benefits in such ¢linical circumstances.
Type 2 cliabetes is a progressive dis-
ease of 'worsening beta cell function,
and newer therapies may offer a unique
benefit with respect to highly durable
glucose control, which is currently
unavailable with alternative therapies.

Interestingly, none of the treatmenis
tested in United Kingdom Prospective
Diabetes Study (UKPDS) either slowed
or preverted the continuing loss of beti-
cell function post-diagnosis. Surprisingly,
not lifestyle modification, nor insulin,
nor metformin, nor suifonylureas sig-
nificantly modified the progressive
loss of beta-cell function in the 5,1G2
patients enrclled in that study.

How do you defend the need for
new and potentially costly medi-
cations with the widespread
availability of generics?

| think it is important to look beyord
the short-term costs of medications
and consider the costs of our failure
to obtain glycemic control. We still
have episodes of lactic acidosis with
metformin, and we clearly see sig-
nificant rates of hypoglycemia wiih
sulfonylureas leading to excess rates
of patient discontinuation and drop-
out from studies such as A Diabetes
Qutcome Progression Trial (ADOPT).
Further, the sulfonylureas fail to exert
significant long-term glycemic contral
and may therefore be only a futile ges-
iure in the ongoing battle against lonig-
term hyperglycemia and its adverse
consequences. We should continue in
our efforts to satisfactorily treat diabz-
tes with all the agents at our disposal,
while continuing to develop additional
agents with unique mechanisms of
action that may provide additional
benefits for Type 2 diabetes.




Selected Financial Data

The selected financial data set forth below should be read in conjunction with our financial statements and the related notes and
“Management’s Discussion and Analysis of Financial Condition and Results of Operations,” included in this annual report. The
historical results are not necessarily indicative of the operating results 1o be expected in the future.

Year Ended December 31, 2007 2006 2005 2004 2003
Statement of Operations Data:
Revenues:
License fees $ 27,083,333 $ 22,916,667 5 — $ — $ —
Research and development 25,193,494 8,758,178 - — —
Total revenues 52,276,827 31,674,845 - — —
Operating expenses:
Research and development 72,696,066 82,855,340 71,278,945 59,235,833 46,660,960
Marketing, general and
administrative 13,936,132 13,373,112 9,050,290 6,607,606 5,930,675
Restructuring and
impairment costs 9,996,332 — — — —
Total operating expenses 96,628,530 96,228,452 80,329,236 65,843,339 52,591,635
Operating loss (44,351,703) {64,553.607) (80,329,235) (65,843,339} (52,591,635}
Interest and other income 6,007,678 9,175,817 6,691,965 1,447,001 1,258,216
Interest expense {11,124,544) (8,423,346} (8,917,057 5,192,884} (1,954,402}
Other expense - (3,521,236} — — —
Net loss $(49,468,569) § (67,322,372}  § {82,554,327) $ (69,589,232} $ (53,287,821}
Basic and diluted net loss per share $ (1.25) ¢ (1.71) 5 (2.19) % (1.88} 3 (1.49}
Shares used in computing basic
and diluted net loss par share 39,500,154 39,383,376 37,774,203 37,070,235 35,770,994
The following table contains a summary of our balance sheet data as of December 31:
2007 2006 2005 2004 2003
Balance Sheet Data:
Cash, cash equivalents and
short-term investments $ 92,875,420 $151,810,939 $182,504,523 $ 66,924,015 $131,683,928
Working capital 50,229,551 118,786,367 173,164,668 58,719,811 124,848,687
Total assets 103,139,028 178,339.664 197,497,527 74,462,327 138,836,746
Current portion of long-term debt 35,968,750 — 33,784 83,622 479,439
Long-term debt 252,163,102 286,000,000 300,053,796 100,000,000 100,083,622
Accumulated deficit (411,465,815) {361,997,246) {294,674,874) (212,120,547) (142,531,315)
Total shareholders’ (deficit} equity {195,594,625) {153,987,649) (115,436,216} (35,942,382) 30,377,006

ATHEROGENNCS 2007 AMNUAL REPCAT




Management’s Discussion and Analysis of
Financial Condition and Results of Operations

The following discussion should be read in conjunction with
our financial statements and related notes included in this
annual report. In this report, “AtheroGenics,” “we,” "us” and

"our” refer to AtheroGenics, Inc.

This annual report contains forward-locking statements
made pursuant to the safe harbor provisions of the Private
Securities Litigation Reform Act of 1995. These statements
are subject to certain factors, risks and uncertainties that may
cause actual results, events and performances to differ mate-
rially from those referred to in such statements. These risks
include statements which address operating performarice,
events or developrments that we expect or anticipate will occur
in the future, such as projections about our future results of
operations or financial condition, research, development and
commercialization of our product candidates, expectations
regarding the completion of our clinical trials and the related
release of results, anticipated trends in our business, and
other risks that could cause actual results to differ matevially.
You should carefully consider these risks, which are discussed
in this annual report, including, without limitation, in the sec-
tions entitled "Risk Factors” and “Management's Discussion
and Analysis of Financial Condition and Results of Operations,”
and in AtheroGenics” SEC filings.

Overview

AtheroGenics is a research-based pharmaceutical company
focused on the discovery, development and commercialization
of nove! drugs for the treatment of chronic inflammatory
diseases, including diabetes and coronary heart disease.
We currently have one late stage clinical drug development
program.

AGI-1067 is our investigational drug with demonstrated anti-
inflammatory and antioxidant properties that is being studied
to determine its ability to improve blood sugar contro! (glyce-
mic control) in patients with diabetes and potentially reduce
clinical events in patients with cardiovascular disease.

In 2003, we initiated a Phase Ill trial, referred to as ARISE
{Aggressive Reduction of [nflammation Stops Events), which
gvaluated the impact of AGI-1067 on a composite measure of
heart disease outcomes, including death due to coronary dis-
ease, myocardial infarction (heart attack}, stroke, coronary re-
vascularization and unstable angina. Important measures of
glycemic control were included for patients with diabates who
also had coronary heart disease. The study assessed the incre-
mental benefits of AGI-1067 versus the current standard of
care therapies in this patient population. As such, all patients in
the trial, including those on placebo, received cther appropriate
heart disease and diabetes medications, including statins and
other cholesteral-lowering therapies, and glycemnic control agents.

The ARISE trial results were reported in March 2007 and dem-
onstrated that while AGI-1067 did not show a difference from
placebo in the composite primary endpoint, the study did
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achieve a number of other important predefined endpoints.
These endpoints included a -eduction in the composite of
“hard” atherosclerotic clinical endpoints, composed of cardio-
vascular death, resuscitated cardiac arrest, myocardial infars-
tion and stroke. AGI-1067 achieved a significant reduction of
19% in the rate of these comb ned hard endpoints. There weie
also improvements in the kev diabetes parameters of new-
onset diabetes and glycemic control. Based an our review of
the ARISE results, we are pursuing continued development »f
the compound, initially as a diabetes meadication. We expe:t
that two positive registration studies in patients with diabetes
will be required to submit a New Drug Application (" NDA") for
marketing approval,

in August 2007 we commenced the first registration study
for diabetes called ANDES (AGI-1067 as Novel Anti-Diabetic
Agent Evaluation Study), a multi-center, double-blind study
with B-menth dosing using three doses, designed to compae
the effects of AGI-1067 versus placebo on glycemic endpoints
(blood sugar levels) in subjects with confirmed type 2 diabetes.
Patient enrcliment for ANDESS was completed in Decembear
2007 Dosing is expected to te completed in June 2008. The
study protocol provides for an interim analysis which we expect
to oceur in the second guarter of 2008. Further development
activity, including design of the secend registration study, will
be determined after reviewing the results of ANDES and ccn-
ducting discussions with the FDA.

In 2005, we entered into a license and collaboration agreement
with AstraZeneca for the global development and commercial-
ization of AGI-1067. Under the terms of the agreement, vse
received a license fee of $50 million. In April 2007 AstraZeneza
notified us that pursuant to the terms of the agresment, it was
ending the collaboration. The: agreement was terminated in
July 2007

In the second half of 2008, w2 were engaged by AstraZeneca
to conduct FOCUS (Follow-up Of Clinical Outcomes: The Lor g-
term AGI-1067 plus Usual Ca-e Study). FOCUS is a follow-up
Phase Ill clinical trial for patients exiting ARISE, designed 1o
collect extended safety inforration. Pursuant to the terms of
our license agreement, AstraZeneca funded the entire cost of
the trial, which has been concluded.

AGI-1098, our second v-protectant® candidate, is a novel ariti-
oxidant and selective anti-inflammatory agent to address t1e
accelerated inflammation of grafted blood vessels, known
as transplant arteritis, comnion in chronic organ transplient
rejection. We worked with Astellas Pharma Inc. ("Astellas”)
to further develop AGI-1096, with Astellas funding the costs
for development activities under the agreement. Astellas has
informed us that they have completed their current develop-
ment activities and do not have further development plans.
We are not currently undertaking any development activities
on AGI-1096.




Management’s Discussion and Analysis of
Financial Condition and Results of Operations

The following table provides information regarding our research
and development expenses for our major product candidates:

Year ended December 31, 2007 2006 2005

Direct external
AGI-1067 costs

Unallocated costs
and other
programs

Total research and
development

$47,149,947 353,136,660 $51,087,586

25,546,119 29,718,680 20,191,359

$72,696,066 $82,855,340 $71,278,945

From inception, we have devoied the large majority of our
research and development efforts and financial resources to
support development of the AGI-1067 product candidate.
Spending for the AGI-1096 program in 2007 2006 and 2005 was
funded by our collaborative development partner, Astellas.

Based on the results of the ARISE clinical trial, AtheroGenics
has developed a new business plan to streamline operations
and focus on development of AGI-1067 In May 2007 as part of
the strategic plan AtheroGenics implemented the following:

» announced the focus on diabetes as the next step in the
development of AGI-1067 and commenced a new Phase Il
clinica! trial, called ANDES, studying the effect of AGI-1067
in patients with diabetes;

* reduced AtheroGenics’ near term cash requirements by
exchanging $38.0 million of the 4.5% convertible notes
due September 2008 for $60.4 million of 4.5% convertible
notes that will be due in March 2011;

* reduced the workforce by approximately 50%, resulting in
a staff of 67 employees at that date; and

* implemented a retention/incentive program for key execu-
tive officers and employees.

The nature, timing and costs of the efforts to complete the
successful development of any of our product candidates are
highly uncertain and subject to numerous risks, and therefore
cannot be accurately estimated. These risks include the rate of
progress and costs of our clinical trials, clinical trial results, cost
and timing of regulatory approval and establishing commercial
manufacturing supplies. These risks and uncertainties, and
their effect on our operations and financial position, are more
fully described above in our risk factors under the headings
Risks Related to Development and Commercialization of
Froduct Candidates and Dependence on Third Parties and Risks
Related to Regulatory Approval of Qur Product Candidates.

We have not derived any commercial revenues from prod-
uct sales. We expect to incur significant losses in most years
prior to deriving any such product revenue as we continue our
research and development activities. We have funded our oper
ations primarily through sales of equity and debt securities.
We have incurred significant losses since we began operations
and, as of December 31, 2007 had an accumulated deficit of

$411.5 million. We cannot assure you that we will become
profitable. We expect that losses will fluctuate from quarter
to quarter and that these fluctuations may be substantial. Our
ability to achieve profitability depends upon our ability, alone or
with others, to complete the successful development of our
product candidates, to obtain required regulatory clearances
and to manufacture and market our future products.

Critical Accounting Policies and Use of Estimates

The preparation of financial statements in conformity with U.S.
generally accepted accounting principles requires manage-
ment to make estimates and assumptions and select account-
ing policies that affect the amounts reported in our financial
statements and the accompanying notes. Actual results could
significantly differ from those estimates. We have identified the
following policies and related estimates as critical 1o our busi-
ness operations and the understanding of our results of opera-
tions. A description of these critical accounting policies and a
discussion of the significant estimates and judgments asso-
ciated with these policies are set forth below. The impact of
and any associated risks related to these policies on our busi-
ness operations are also discussed throughout Management's
Discussion and Analysis of Financial Condition and Results of
Operations.

Research and Development Accrual

As part of the process of preparing our financial statements,
we are required 1o estimate expenses that we believe we have
incurred, but have not yet been billed for. This process involves
identifying services and activities that have been performed
by third party vendors on our behalf and estimating the level
to which they have been performed and the associated cost
incurred for such service as of each balance sheet date in our
financial statements. Examples of expenses for which we
accrue include fees for professional services, such as those
provided by certain clinical research organizations and inves-
tigators in conjunction with clinical trials, and fees owed 1o
contract manufacturers in conjunction with the manufacture of
clinical trial materials. We make these estimates based upon
progress of activities related to contractual obligations and
also information received from vendors.

Revenue Recognition

We recognize license fee revenues in accordance with the
SEC’s Staff Accounting Bulletin {"SAB”) No. 101, Revenue
Recognition in Financial Statements, as amended by SAB No.
104, Revenue Recognition, {"SAB 104”). SAB 104 provides
guidance in applying U.S. generally accepted accounting princi-
ples to revenue recognition issues, and specifically addresses
revenue recognition for upfront, nonrefundable fees received
in connection with research collaboration agreements.

In accordance with SAB 104, license fees, which are nonre-
fundable, are recognized over the period the related license
agreemenis specify that efforts or obligations are required of
us. In February 2006, we received a $50 million license fee in
connection with our license and collaboration agreement with
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AstraZeneca. The upfront nonrefundable license payment was
being recognized on a straight-line basis over the 24-month
period that we estimated we were obligated to provide ser
vices 10 the ticensee. In April 2007, AstraZeneca announced
that it was ending the license and collaboration agreements
and any further obligations required of us. As such, the remain-
ing balance of approximaiely $20.8 million in deferred revenue
related to the license fee was recognized as revenue in the
second quarter of 2007

During the third quarter of 2006, AstraZeneca separately
engaged us to perform FOCUS, a follow-up Phase lll clinical
trial for patients who have completed ARISE. Revenues under
the research and development agreement pertaining to FOCUS
are recognized in accordance with Emerging issues Task Force
("EITF") Issue No. 99-18, Reporting Gross Revenue as a
Principal vs. Net as an Agent. According to the criteria estab-
lished by EITF Issue No. 99-19, we are the primary obligor of
the agreement because we are responsible for the selection,
negotiation, contracting and payment of the third party sup-
pliers. In addition, any liabilities resulting from the agreement
are the responsibility of AtheroGenics. Research and devel-
opment revenues are recognized, on a gross basis, as activi-
ties are performed under the terms of the related agreement.
AtheroGenics concluded FOCUS in 2007 and closing activities
were billed to AstraZeneca in accordance with the agreement,

Stock-Based Compensation

Effective January 1, 2006, we adopted the provisions of
Statement of Financial Accounting Standards {*SFAS")
SFAS No. 123(R), Share-Based Payment (“SFAS 123(R}"),
which revises SFAS No. 123, Accounting for Stock-Based
Compensation and supersedes Accounting Principles Board
Opinion No. 25, Accounting for Stock Issued to Employees.
SFAS 123(R) requires that companies recognize compensation
expense associated with stock option grants and other equity
instruments to employees in the financial statements. That
expense is recognized in the statement of operations over the
period during which an employee is required to provide ser
vice in exchange for the reward. Stock-based compensation
expense is recorded in research and development expense or
marketing, general and administrative expense depending on
the employee’s job function. SFAS 123(R) applies to all grants
after the effective date and to the unvested portion of stock
options outstanding as of the effective date. The pro forma dis-
closures previously permitted under SFAS 123 are no longer an
alternative to financial statement recognition. We are using the
modified-prospective method and the Black-Scholes valuation
mode! for valuing the share-based payments. We will continue
to account for transactions in which services are received in
exchange for equity instruments based on the fair value of
such services recaived from non-employees, in accordance
with SFAS 123 and EITF Issue No. 96-18, Accounting for Equity
Instruments that Are Issued to Other than Employees for
Acquiring, or in Conjunction with Selling, Goods or Services.
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RESULTS OF OPERATIONS
Comparison of Years Ended Cecember 31, 2007 and 2006

Revenues

Total revenues were $52.3 miltion and $31.7 million for the year
ended December 31, 2007 and 2006, respeactively. The increase
in license revenues to $27.1 million for the year ended 2007
from $22.9 million for the same period in 2006, reflects the
recegnition of the unamortized balance of the upfront license
fee from AstraZeneca, due to the termination of the agreement
in April 2007, Research and development revenues increased
to $25.2 millien for the year 2007 from $8.8 million for the
comparable period in 2006. The revenues in both periods are
for services performed for AstraZeneca related to the FOCUS
clinical trial, which began in August 2006. Due to the results of
the ARISE clinical tria!, AthercGenics concluded the FOCUS
clinical trial. No further research and development revenues
related to the FOCUS clinical triat are expected to be recorded.

Expenses

Research and Development. Research and developmert
expenses were $72.7 million for the year ended December
31, 2007 compared to $82.9 million for the same period in
2006. The decrease of $10.2 million, or 12%, is primarily dus
to lower expenditures associated with the completion of the
ARISE clinical trial and reduced staff costs resulting from our
organizational restructuring in May 2007 This decrease is par
tially offset by the start up of the ANDES clinical trial, which
include activities for clinical drug supply, data managemen-,
study monitoring and payments o clinical investigators, and
higher FOCUS expenses,

We expect that research and cevelopment expenses in 2003
will be less than the level incurred in 2007, These expenses will
be primarily related 1o activities surrounding the ANDES clini-
cal trial in a range of $15.0 milion to $20.0 million, and other
programs associated with the development of AGI-1067.

Marketing, General and Administrative. Marketing, general and
administrative expenses were $13.9 million for the year ended
December 31, 2007, compared to $13.4 million for the samz3
period in 2006. The increase of $5663.000, or 4%, is primarily
due to higher marketing-relatec costs in the first half of 2007

Restructuring and Impairment Costs. AtheroGenics imple-
mented a new business plan tnat involved streamlining corr -
pany operations and focusing on the development of AGI-1067
in diabetes. In connection with the new business plan, restruc-
turing and impairment costs of $10.0 million were incurred in
June 2007 We recorded non-cash impairments for asset write -
downs of $9.0 million of which §75 million was a result of ths
termination of the collaboration and transition of commergial
manufacturing activities from AstraZeneca. Other restructuring
and impairment costs include severance of approximately $1.0
million associated with the recluction in workforce and asset
impairment costs of approximately $1.5 million for certain
excess laboratory equipment and leasehold improvements.
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interest and Other Income

Interest and other income is primarily comprised of inter
est income earned on our cash and short-term investments.
Interest and other income was $6.0 million for the year ended
December 31, 2007 compared to $9.2 million for the same
period in 2006. The decrease was a result of the lower balance
of cash and short-term investment funds in 2007 than in the
comparable period in 2006.

interest Expense

Interest expense was $11.1 million for the year ended
December 31, 2007 compared to $8.4 million for the same
peried in 2006. The increase in interest expense is due to
accretion of the discount of $2.1 million related to the $38.0
million of the 4.5% convertible notes due 2008 that were
exchanged for $60.4 million of the 4.5% convertible notes due
2011, as well as the additional interest for the newly issued
notes and the write-off of debt issuance costs related to the
extinguished notes.

Other Expense

Other expense was $3.5 million for the year ended December
31, 2006 is due to non-cash expense related to the exchange
of $14.0 million of our 4.5% convertible notes for common
stock in the first quarter of 2006. There was no other expense
in 2007

income Taxes

As of December 31, 2007 we had net cperating loss carryfor
wards and research and development credit carryforwards of
$3878 million and $13.6 million, respectively, avaitable to offset
future taxable income. The net operating loss carryforwards
and the research and development credit carryforwards will
expire between 2010 and 2028. Because of our lack of earnings
history, the resulting deferred tax assets have been fully offset
by a valuation allowance. The utilization of the carryforwards
is dependent upon the timing and extent of our future profit-
ability. The annual limitations combined with the expiration
dates of the carryforwards may prevent the utilization of all of
the net operating loss and research and development credit
carryforwards if we do not attain sufficient profitability by the
expiration dates of the carryforwards.

Comparison of Years Ended December 31, 2006 and 2005

Revenues

Total revenues were $31.7 million for the year ended December
31, 2006. The license fee revenues of $22.9 million are attrib-
utable to the license and collaboration agreement, effective
January 2008, with AstraZeneca for the development and
commercialization of AGI-1067 This amount represents the
earned portion of the $50.0 million nonrefundable license
fee that is being amortized over 24 months. The research and
development revenues of $8.8 million were for services per
formed for AstraZeneca related to the FOCUS clinical trial.
There were no revenues during 2005.

Expenses

Research and Development. Research and development
expenses were $82.9 million for the year ended December 31,
2006, compared to $71.3 million for the same period in 2005,
The increase of $11.6 million, or 16%, was primarily due to
expenditures associated with the ARISE clinical trial and the
start up of the FOCUS clinical trial, which include activities
for clinical drug supply, data management, study monitoring
and payments to clinical investigators, and preparation for a
New Drug Application filing. Also contributing to the increase
was the non- cash stock-based compensation of $4.9 million,
resulting from the adoption of SFAS 123(R) in January 2006.

Marketing, General and Administrative. Marketing, general and
administrative expenses were $13.4 million for the year ended
December 31, 2006, compared to $9.1 million for the same
period in 2005. The increase of $4.3 million, or 48%, is primar-
ily due to the non-cash stock-based compensation of $4.4
miltion, resulting from the adoption of SFAS123{R} in January
2006 partially offset by lower professional fees associated with
the license and collaboration agreement incurred in 2005.

Interest and Other Income

Interest and other income is primarily comprised of inter
est income earned on our cash and short-term investments.
Interest and other income was $9.2 million for the year ended
December 31, 2008, compared to $6.7 million for the same
periocd in 2005. The increase was primarily a result of higher
interest rates an our investments.

interest Expense

Interest expense was $8.4 million for the year ended December
31, 2006 compared to $8.9 million for the same period in 2005,
The decrease in interest expense is due to the lower aggre-
gate principal amount of our 4.5% convertible notes outstand-
ing compared to prior year. Cur outstanding debt balance was
reduced by $14.0 million in January 2006 when certain note
holders elected to convert their holdings into shares of our
common stock.

Other Expense

Other expense was $3.5 million for the year ended December
31, 2006. The increase in other expense is due to $3.5 million
of non-cash expense related to the exchange of $14.0 million
of our 4.5% convertible notes for common stock in the first
quarter of 2006. There was no other expense in 2005,

Income Taxes

As of December 31, 20086, we had net operating loss carry-
forwards and research and development credit carryforwards
of $331.9 million and $12.0 million, respectively, available to
offset future taxable income.

Liquidity and Capital Resources

Since inception, we have financed our operations primar
ily through sales of equity securities and convertible notes.
At December 31, 2007 we had cash, cash equivalents and
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short-term investments of $92.9 million, compared with
$151.8 million and $182.5 million at December 31, 2006 and
2005, respectively. Working capital at December 31, 2007 was
$50.2 million, compared to $118.8 million and $173.2 million at
December 31, 2006 and 2005, respectively. The decrease in
cash, cash equivalents, short-term investmentis and working
capital in 2007 and 2006 is primarily due to the use of funds
for operating purposes. The increase in cash, cash equivalents
and short-term investrents and working capital in 2005 is due
to funds received from the issuance of our 1.5% convertible
notes in January 2005 that raised net proceeds of approxi-
mmately $193.6 million.

Net cash used in operating activities was $56.4 million in 2007
compared to $27.0 million in 2006 and $77.8 million in 2005.
The use of cash in operating activities in 2007 is primarily
attributable to funding a net loss of $49.5 million that included
expenditures for the close-out of our ARISE and FOCUS Phase
I} clinical trials for AGI-1067 the start-up of our ANDES Phase
Il clinical trial for AGI-1067 as well as other ongoing product
development activities. The use of cash in operating activities
in 2006 is primarily attributable to funding a net loss of $673
million, partially offset by the $50.0 million license fee received
from AstraZeneca. For 2008, cash expenditures for the ANDES
clinical trial are estimated to be in the range of $15.0 million to
$20.0 million.

Net cash provided by investing activities was $43.3 million in
2007 compared to $30.4 miltion in 2006 and $51.7 million used
in investing activities in 2005. Net cash provided by investing
activities in 2007 consisted primarily of net sales of available-
for-sale securities, partially offset by $2.6 million to purchase
equipment and leasehold improvemenis. Net cash provided
by investing activities in 2006 consisted primarily of net sales
of available-for-sale securities. This was partially offset by $5.5
million to purchase equipment and leasehold improvements,
which included $3.5 million fer commercial manufacturing
equipment. Net cash used in investing activities in 2005 con-
sisted prirmarily of net purchases of available-forsale securi-
ties. Additionally, in 2005, $3.0 million was used to purchase
equipment and leasehold improvements, which included $1.9
million spent for commergial manufacturing equipment.

Net cash provided by financing activities was $23,075 in 2007
compared to $1.7 million in 2006 and $196.5 million in 2005,
Net cash provided by financing activities in 2007 and 2006
consisted of primarily of proceeds received upon exercise of
common stock options, Net cash provided by financing activi-
ties in 2005 consisted primarily of $193.6 million received from
the issuance of 1.5% convertible notes in January 2005.

In August 2003, we issued $100 million in aggregate principal
amount of 4.5% convertible notes due 2008 {the "2008
Notes”) through a Rule 144A private placement to qualified
institutional buyers. These notes initially are convertible into
our common stock at a conversion rate of 65.1890 shares per
$1,000 principal amount of notes, or approximately $15.34 per
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share. Net proceeds were approximately $96.7 million. Interest
on the 4.5% convertible notes is payable semi-annually in
arrears on March 1 and September 1. In January 2006, w2
exchanged $14.0 million in agcregate principal amount of tha
4.5% convertible notes for 1,085,000 shares of our commo
stock. In July 2007, we extinguished $38.0 million of the 2003
Notes and, and in exchange, issued $60.4 million of 4.5% cor -
vertible notes due 2011 (the “2011 Notes”). The 2011 Notes
were initially recorded at their fair value of $38.0 million. Thz
$22 .4 million difference between the principal amount and the
initial fair value of the debt, the discount, will be accreted up 1
the face amount as additional in-erest expense over the remair-
ing life of the 2011 Notes. As of December 31, 2007 we have
recorded $1.6 million of accrued interest expense related to
the 2008 Notes and the 2011 Noves, which is due March 1, 2008.

In January 2008, we redeemed $175 million in aggregate prin-
cipal amount of our 2008 Notes, and in exchange 1ssued $11.5
million of 2011 Notes along with $5.5 million of cash. From
time to time, we may enter into additional exchange offers
and/or purchases of these notes.

As of February 25, 2008, we had approximately $30.5 million
of 2008 Notes outstanding, which amount will become due on
September 1, 2008. Although we expect to have enough cash
on hand t¢ repay all amounts due pursuant to the 2008 Notes
and fund 2008 operaticns, this repayment will leave substan-
tially less cash to fund ongoing operations during 2009. Ou-
strategy is to raise additional capital, enter into collaboration
arrangements to fund the development and commercialization
of AGI-1067 or restructure our 2008 Notes before they become:
due. In addition, we received notices from Nasdag of vicla-
tions of two listing standards: (1) faiture to maintain a marke:
value of listed securities above $50 million and (2) failure to
maintain a ¢losing bid price of our common stock above $1.00
If our comman stock fails to be listed on the Nasdag Global
Market or another national securities exchange, each holder
of the notes will have the right to require us to redeem the
noies at face value. If the maturity of the outstanding notes
were accelerated we would attempt to refinance or restructure
these obligations. If we do not have sufficient liquidity to func
operations or pay any of our debt when due, we may seek
reliet under Title 11 of the U.S. Code {the “Bankruptcy Code”,
at some point in the future.

In January 2005, we issued $200 million in aggregate principa
amount of 1.5% convertible notes due 2012 (the”2012 Notes™;
through a Rule 144A private placement to qualified institutiona
buyers. These notes are convertible into shares of our common
stock at a conversion rate of 38.6802 shares per $1,000 prin-
cipal amount of notes, or approximately $26.92 per share.
Interest on the 2012 Notes is payahle semi-annually in arrears
on February 1 and August 1. Net proceeds were approximately
$193.6 million. As of December 31, 2007 we have recorded
$1.2 million of accrued interest expense related to the notes,
which is due February 1, 2008.




Management’s Discussion and Analysis of
Financial Condition and Results of Operations

The following table summarizes our long-term contractual obligations as of December 31, 2007:

Payments Due by Period Total 2008 2009-2010 2011-2012 Thereafter
Contractual obligations
Operating leases $ 1,482,114 $ 1,269,463 $ 214,651 3 — $ —
Long-term debt {1} 308,410,000 35,968,750 —_ 272,441,250 —
Interest on long-term debt 26,196,435 7,607,910 12,470,820 6,117,705 —
Total contractual obligations $336,090,649  $44,846,123 $12,685,471 $278,558,955 3 —

(1) The long-term debt to be paid in 2011-2012 does not reflect the remaining discount of $20.3 million related to the deht

extinguishment in July 2007 discussed above.

Based upon the current status of our product development
and commercialization plans, we believe that our existing cash,
cash equivalents and short-term investments will ba adequate
to satisfy our capital needs for at least the next 12 months.
However, our actual capital requirements will depend on many
factors, including those factors potentially impacting our finan-
cial condition as discussed in Iltem 1A, " Risk Factors” and the
following:

* the scope and results of our research, preclinical and clini-
¢al development activities;

* the timing of, and the costs invelved in, obtaining regula-
tory approvals;

*» the timing, receipt and amount of sales and rovalties, if
any, from our potential product candidates;

* our ability to maintain and estahlish collaborations and the
financial terms of any collaborations;

* the cost of commercialization activities, including product
marketing, sales and distribution;

* the costs involved in preparing, filing, prosecuting, main-
taining and enforcing patent claims and other patent-
related costs; and

* the extent to which we acquire or invast in businesses,
products and technologies.

Quantitative and Qualitative Disclosures about Market Risk

The primary objective of our investment activities is to preserve
principal while at the same timg maximizing the income we
receive from our investments without significantly increasing
risk. Some of the securities that we invest in may have market
risk. This means that a change in prevailing interest rates may
cause the fair value of the principal amount of the investment
to fluctuate. For example, if we hold a security that was issued
with a fixed interest rate at the then-prevailing rate and the
prevailing interest rate later rises, the fair value of the principal
amount of our investment will probably decline. To minimize
this risk in the future, we intend to continue 1o maintain our
portfolio of cash equivalents and short-term investments in a
variety of securities, including commercial paper, all of which
have a minimum investment rating of A1/P1, money market
funds, and government and non-government debt securities.
The average duration of all of our investments has generally
been less than one year. Due 1o the short-term nature of these
investments, we believe we have no material exposure 1o
interest rate risk arising from our investments.

The following table summarizes the maturity of the debt
and projected annual weighted average interest rates on our
convertible notes as of December 31, 2007

Value as of
December 31,
2008 2009-2010 2011-2012 Tatal® 2007
Long-term debt — fixed rate
Maturity $35,968,750 — $272,441,250 $ 308,410,000 $ 39,830,450
Weighted average interest rate 4.5% 2.3%

(1} The long-term debt to be paid in 2011-2012 does not reflect the remaining discount of $20.3 million related to the debt
extinguishment in July 2007 as discussed in Liquidity and Capital Resources above,
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AtheroGenics, Inc.

Balance Sheets

December 31, 2007 2005
Assets
Current assets:
Cash and cash equivalents $ 74,795,388 $ 87,846,073
Short-term investments 18,080,032 63,964,861}
Accounts receivable 2,634,422 6,537,892
Prepaid expenses 908,379 4,038,419
Interest receivable 381,881 643,097
Total current assets 96,800,102 163,030,347
Equipment and leasehold improvements, net of accumulated depreciation
and amortization 2,361,053 9,684,965
Debt issuance costs and ather assets 3,977,873 5,624,352
Toial assets $103,139.028 $178,339,664
Liabilities and Shareholders’ Deficit
Current liahilities:
Accounts payable $ 781,119 $ 3,183,511
Accrued research and development 3,765,745 11,263,164
Accrued interest 2,876,150 2,540,000
Accrued compensation 2,258,051 1,465,644}
Accrued and other liabilities 920,736 791,667
Current portion of convertible notes payable 35,968,750 -
Current portion of deferred revenue - 25,000,000
Total current liabilities 46,570,551 44,243,980
Convertible notes payable, net of current portion 252,163,102 286,000,000
Long-term portion of deferred revenue - 2,083,333
Shareholders’ deficit:
Preferred stock, no par value: Authorized—5,000,000 shares - —
Common stock, no par value:
Authorized—100,000,000 shares; issued and outstanding —
39,518,492 and 39,452,927 shares at Dacember 31, 2007
and 2006, respectively 215,243,310 207,388,89:.
Warrants 613,021 613,02
Accumulated deficit (411,465,815) {361,997,24¢€)
Accumulated other comprehensive ingome 14,853 7,682
Total shareholders’ deficit (195,594,625) {153,987,64%h
Total {iabilities and shareholders’ deficit $103,139,028 $178,339,664

The accompanying notes are an integral part of these financial statements.
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AtheroGenics, Inc,

Statements of Operations

Year Ended December 31, 2007 2006 2005
Revenues:
License fees $ 27,083,333 $ 22,916,667 3 -
Research and development 25,193,494 8,758,178 —
Total revenues 52,276,827 31,674,845 —
Operating expenses:
Research and development 72,696,066 82,855,340 71,278,845
Marketing, general and administrative 13,936,132 13,373,112 9,050,290
Restructuring and impairment costs 9,996,332 e —
Total operating expenses 96,628,530 96,228,452 80,329,235
Operating loss {44,351,703) (64,553,607) (80,329,235)
Interest and other income 6,007,678 9,175,817 6,691,965
Interest expense {11,124,544) {8,423,346) {8,917,057)
Other expense - {3.521,238) —
Net loss $ (49,468,569) $167,322,372) $ (82,554,327}
Net loss per share—basic and diluted $ (1.25) % (1.71) $ (2.19)
Weighted average shares outstanding—basic and diluted 39,500,154 39,383,376 37,774,203

The accompanying notes are an integral part of these financial statements.
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AtheroGenics, Inc.

Statements of Shareholders’ Deficit

Accumulated
Deferred Other Total
Common Stock Stock Accumulaled Comprehensive Shareholders’
Shares Amount Warrants Compensation Defrcit (Loss) Income Deficit

Balance at January 1, 2005 37,368,658 $175,713,265 $828,804 $(324,607) $(212,120,547) ${39,287) $(35,942,382)
Issuance of common stock

for exercise of stock

options at $.10 to

$14.86 per share 727,178 2,989,844 — — —_ — 2,989,844
Issuance of common stock

for exercise of warrants 47,842 154,768 (154,768) — — — -
Adjustments to market

value for variable stock

options and warrants

issued to non-employees — (27,456)  (63,813) 81,269 — — -
Amortization of deferred

stock compensation — — — 184,293 — — 184,293
Net loss _ — — — (82,554,327) — {82,554,327)
Unrealized loss on available-

for-sale securities — — — — — {113,644} {113.644)
Comprehensive loss 82,667,971}
Balance at December 31,2005 38,143,678 178,830,421 620,223 (59,045 {294,674,874) (152,941) (115,436,213}
Issuance of common stock

for exercise of stock

options at $.30 to

$16.52 per share 224,249 1,762,357 — — — — 1,762,357
tssuance of common stock

tfor debt conversion 1,085,000 17.562,557 — — — — 17,562,557
Adjustments to market

value for variable

stock options and

warrants issued to

non-employees — (5.433) (7,202) 12,635 — — -
Amortization of non-

employee deferred

stock compensation — — — 46,410 — — 46,412
Stock-based compensation — 9,238,992 —_ — — — 9,238,992
Net loss — — — — (67,322,372) - (67,322,372}
Unrealized gain on available-

for-sale securities — — — — — 160,623 160,623
Comprehensive loss (67,161,743}
Balance at December 31,2006 39,452,927 207,388,894 613,021 —  (361,997,246) 7,682 (153,987,643)
Issuance of common stock

for exercise of stock options

at $.30 to $.38 per share 65,565 23,075 — — — — 23,075
Stock-based compensation — 7,831,341 — — — — 7,831,341
Net loss — _ — — (49,468,569) —  {49,468,569)
Unrealized gain on available-

for-sale securities — — — — — 7177 7177
Comprehensive loss {49,461,392)
Balance at December 31, 2007 39,518,492 $215,243,310 $613,021 _$ — ${411,465.815) $ 14,859 $(195,594,52§)

The accompanying notes are an integral part of these financial staternents.
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AtheroGenics, Inc.

Statements of Cash Flows

Year Ended December 31, 2007 2006 2005
Operating activities
Net loss $ (49,468,569) $(67,322,372) $182,554,327)
Adjustments to reconcile net loss to net cash used
in opérating activities:
Asset impairment cosis 9,005,153 — —
Amortization of deferred revenue (27.083,333) {22,916,667) —
Stock-based compensation 7,831,341 9,285,402 184,293
Loss on debt conversion - 3,521,236 —
Amortization of discount on 4.5% convertible notes due 2011 2,131,852 — —
Amortization of debt issuance costs 1,646,479 1,483,169 1,504,172
Depreciation and amortization 911,124 972,009 808,689
Changes in operating assets and fiahilities:
Accounts receivable 3,903,470 {6,518,499) —
Prepaid expenses 3,130,040 (1,358,519 {5,603}
Interest receivable 261,216 237,702 (351,787)
Accounts payable (2,402,392) 995,050 (649,592)
Accrued research and development (7,497,419) 6,262,136 (136,924)
Accrued interest 336,150 68,250 1,250,000
Accrued compensation 792,407 {1,183,986) 1,410,393
Accrued and other liabitities 129,075 (519,431) 755,076
Deferred revenue — 50,000,000 —
Net cash used in operating activities (56,373,406) (27,034,530 (77,785,700)
Investing activities
Sales and maturities of short-term investments 110,008,090 138,814,368 151,882,065
Purchases of short-term investments {64,116,085) {102,945,761) (200,633,447)
Purchases of equipment and leasehold improvements [{2,692,365) {5,494,454) (2,977,050
Net cash provided by {used in} investing activities 43,299,640 30,374,153 (561,728,442)
Financing activities
Proceeds from the sale of convertible notes - — 193,666,977
Proceeds from the exercise of common stock options 23,075 1,762,357 2,989,844
Payments on equipment loan - (87.,580) (99,919)
Net cash provided by financing activities 23,075 1,674,777 196,456,902
(Decrease) increase in cash and cash equivalents (13,050,691} 5,014,400 66,942,760
Cash and cash equivalents at beginning of year 87,846,079 82,831,679 15,888,919
Cash and cash equivalents at end of year $ 74,795,388 $ 87,846,079 $ 82,831,679
Supplemental disclosures of cash flow information
Interest paid $ 7,010,062 $ 6,871,927 $ 6,162,886

The accompanying notes are an integral part of these financial statements.
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Notes to Financial Statements

1. Description of Business and Significant Accounting Policies

Description of Business

AtheroGenics, inc. {("AtheroGenics”) was incorporated on
Novernber 23, 1993 (date of inception) in the State of Georgia
to focus on the discovery, development and commercialization
of novel therapeutics for the treatment of chronic inflammatory
diseases, such as diabetes and heart disease (atherosclerosis).

Use of Estimates

The preparation of the financial statements in conformity with
U.S. generally accepted accounting principles requires man-
agement to make estimates and assumptions that affect the
amounts reported in the financial statements and accompany-
ing notes. Actual results could differ from those estimates.

Cash and Cash Equivalents

AtheroGenics considers all highly liguid investments with a
maturity of three months or less when purchased to be cash
equivalents. AtheroGenics’ cash equivalents consist primarily
of money market accounts, commercial paper, government
agency notes and corporate notes on deposit with several
financial institutions, and the carrying amounts reported in the
balance sheets approximate their fair value.

Short-Term Investments

Short-term invesiments consist of commercial paper, corpo-
rate notes and government agency notes with original maturi-
ties of greater than three months when purchased.

Management determines the appropriate classification of
debt securities at the time of purchase and reevaluates such
designation as of each balance sheet date. These investments
are accounted for in accordance with Statement of Financial
Accounting Standards, (" SFAS")Na. 115, Accounting for Certain
Investrnents in Debt and Equity Securities, AtheroGenics has
classified all investments as available-forsale. Available-for-sale
securities are carried at fair value, with the unrealized gains
and losses, net of tax, reported in a separate component of
shareholders’ deficit. Realized gains and losses are included in
investment income and are determined on a specific identifica-
tion basis.

Fair Value of Financial Instruments and Concentration of
Credit Risk

Financial instruments that subject AtheroGenics to concentra-
tion of credit risk consist primarily of cash, cash equivalents
and short-term investments. These assets are maintained by
reputable third party financial institution custadians. The carry-
ing values reported in the balance sheets for cash, cash equiv-
alents and short-term investments approximate fair values.

Accounts Receivable

Accounts receivable consists primarily of receivables related
to the FOCUS (Follow-up Of Clinical Qutcomes: The Long-
term AGI-1067 Plus Usual Care Study} clinical trial which we
conducted for IPR Pharmaceuticals, Inc. {("AstraZeneca”}). As
of December 31, 2007 accounts receivable were $2,634,422.
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Equipment and Leasehold Improvermnents

Equipment and leasehold imp-ovements are stated at cost.
Depreciation of computer and lab egquipment is computed
using the straight-line method over the estimated useful lives
of three and five years, respectively. Amortization of leasehold
improvements is recorded over the shorter of: {a} the esti-
mated useful lives of the related assets; or {b) the lease term.

Research and Developmaeant Azcrual

As part of the process of preparing its financial statements,
AtheroGenics is required to estimate expenses that it believes
it has incurred, but has not yet been billed for. This process
involves identifying services and activities that have been per-
formed by third party vendors on its behalf and estimating the:
level 10 which they have been performed and the associatecl
cost incurred for such service as of each balance sheet date:
in its financial statements. Exemples of expenses for which
AtheroGenics accrues include fees for professional services
such as those provided by certain clinical research organiza-
tions and investigators in conjunction with clinical trials, ancl
faes owed to contract manufacturers in conjunction with the:
manufacture of clinical trial materials. AtheroGenics makes
these estimates based upon progress of activities related to
contractual obligations and also information received from
vendors.

Revenue Recognition

AtheroGenics recognizes revenue in accordance with the
Securities and Exchange Corimission’s Staff Accounting
Bulletin (“SAB™) No. 101, Revenue Recognition in Financial
Staternents, as amended by Staff Accounting Bulletin No. 104,
Revenue Recognition, ("SAB 104"). SAB 104 provides guid-
ance in applying U.S. generally accepted accounting principles
to revenue recognition issues, and specifically addresses rev-
enue recognition for upfront, nonrefundable {fees received in
connection with research collaboration agreements.

In accardance with SAB 104, license fees, which are nonre-
fundable, are recognized when the related license agreements
specify that no further efforts or obligations are required of
us. In February 2006, AtheroGenics received a $50,000,000
license fee in connection with its license and collaboration
agreement with AstraZeneca. The upfront nonrefundable
license payment was being recognized on a straight-line basis
over the 24-month period that AtheroGenics estimated it was
obligated to provide services to the licensee. In April 2007,
AstraZeneca anncunced that it was ending the license and
collaboration agreements and any further obligations required
of AtheroGenics. As such, the remaining balance of approxi-
mately $20,800,000 in deferred revenue related to the license
fee was recognized as revenue.

During 20086, AstraZeneca separately engaged AtheroGenics to
conduct the FOCUS clinical trial. Revenues under the research
and development agreement pertaining clinical trials are recog-
nized in accordance with SAB 104 and Emerging Issues Task
Foree ("EITF") Issue No. 99-19, Reporting Gross Aevenue as a
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Principal vs. Net as an Agent ("EITF 93-19"). According to the
criteria established by EITF 99-19, AtheroGenics is the primary
obligor of the agreement because it is responsible for the
selection, negotiation, contracting and payment of the third
party suppliers. [n addition, any liabilities resulting from the
agreement are the responsibility of AtheroGenics. Research
and development revenues are recognized, on a gross basis, as
activities are performed under the terms of the related agree-
ment. The FOCUS clinical trial, which has concluded, was fully
funded by AstraZeneca,

Research and Development and Patent Costs

Research and development costs, including all related salaries,
clinical trial expenses, facility costs and expenditures related to
cbtaining patents, are charged to expense when incurred.

Restructuring and Impairment Costs

In May 2007, AtheroGenics implemented an organizationa!
restructuring plan that reduced its workforce by approximately
50% to 67 employees. This action was designed 1o stream-
line company operations and was the first step in the strategic
plan to continue advancing the development of AGI-1067. As
a result, in accordance with SFAS 146, Accounting for Costs
Associated with Exit or Disposal Activities, AtheroGenics
recorded a charge of approximately $1,000,000 for severance
in the second guarter of 2007 As of Decernber 31, 2007 all of
the severance had been paid.

In addition to the reduction in workforce, AtheroGenics
determined that in accordance with SFAS 144, Accounting
for the Impairment or Disposal of Long-Lived Assets, certain
excess laboratory equipment and related leasehold improve-
ments, as well as commercial manufacturing eguipment had
been impaired. As AtheroGenics has no assurance that such
assets will be utilized, an impairment test was performed in
accordance with SFAS 144 based on estimates of cash flows
associated with the equipment. Based on the results of this
impairment test, AtheroGenics recorded a non-cash impair-
ment charge of approximately $9,000,000 in the second
quarter of 2007,

Stock-Based Compensation

On January 1, 2006, AtheroGenics adopted SFAS No. 123(R),
Share-Based Payment, ("SFAS 123(R)"} which requires that
companies recognize expense associated with stock option
grants and other equity instruments to employees in the finan-
cial statements. AtheroGenics adopted SFAS 123(R) using
the modified prospective method and uses the Black-Scholes
option valuation model to measure the fair value of share-
based payments. SFAS 123(R) applies to all grants after the
effective date and to the unvested portion of stock options out-
standing as of the effective date.

For the years ended December 31, 2007 and 2006,
AtheroGenics recorded approximately $7 800,000 and
$9,300,000, respectively, of employee stock-based com-
pensaiion expense. As a result of adopting SFAS 123(R},

AtheroGenics' net loss per share was impacted $(0.20) and
$(0.23) for the years ended December 31, 2007 and 2006,
respectively. AtheroGenics has a net operating loss carryfor
ward as of December 31, 2007 and 20086, and therefore no
excess tax benefits for tax deductions related to the stock
options were recognized. As of December 31, 2007 unamor
tized stock-based compensation expenses of approximately
$13,900,000 remain to be recognized over a weighted average
period of approximately three years.

For the years ended December 31, 2007 and 2006,
AtheroGenics calculated a forfeiture rate of 10.31% and
5.66%, respectively, based on historical data. Expected volatil-
ity is based on historical volatility of AtheroGentcs’ common
stock. The expected term of the stock options granted is also
based on historical data and represents the period of time that
stock options granted are expected to be outstanding. The risk
free interest rate is based on the U.S. Treasury rates in effect
at the time of the grant for periods corresponding with the
expected term of the options. For stock options granted during
the twelve months ended December 31, 2007 and 2006 the
following weighted average assumptions were used:

2007 2006
Expected life 4 years 5 years
Risk-free interest rate 4.3% 4.7%
Volatility 83.70% 64.92%
Fair value of grants $0.94 $7.58

Prior to the adoption of SFAS 123(R), AtheroGenics accounted
for its stock-based compensation expenses under the provision
of APB 25 and related interpretations. Under APB 25, if the
exercise price of employee stock options equals or exceeds
the market price of the underlying stock on the date of grant,
no compensation expense was recognized. AtheroGenics had
adopted the provisions of SFAS 123 as amended by SFAS No.
148, Accounting for Stock-Based Compensation - Transition
and Disclosure, using pro forma disclosure only.

The following table illustrates the effect on net loss and net
loss per share as if the fair value based method had been
applied to all outstanding and unvested options in each period,
based on the provisions of SFAS 123 and SFAS 148,

2005

Net loss, as reported $ (82,554,327
Add: Stock-based employee compensation

expense included in reported net loss —
Deduct: Total stock-based employee

compensation expense determined under

fair value based method for alt awards {8,764,619)
Pro forma net loss $ (91,318,946)
Net loss per share:

Basic and diluted, as reported 3 (2.19)

Basic and diluted, pro forma $ {2.42)
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The fair value for these options {which are granted with an
exercise price equal to fair market value on the grant date) was
estimated using the Black-Scholes option valuation model with
the following weighted average assumptions:

2005
Expected life 5 years
Risk-free interest rate 4.2%
Volatility 77.75%
Fair value of grants $8.80

Income Taxas

The liability method is used in accounting for income taxes.
Deferred income tax assets and liabilities are determined
based on differences between financial reporting and tax bases
of assets and liahilities and are measured using the enacted
tax rates and laws that are expected to be in effect when the
differences are anticipated 1o reverse,

Comprehensive Income (Loss)

AtheroGenics computes comprehensive income (loss) in
accordance with SFAS No. 130, Reporting Comprehensive
income {"SFAS 130"}. SFAS 130 establishes standards for
the reporting and display of comprehensive income (loss) and
its componenis in the financial statements. Comprehensive
income (loss), as defined, includes all changes in equity during
a period from non-owner sources, such as unrealized gains
and losses on available-forsale securities. Comprehensive 10ss
was $49,461,392, $67161,749 and $82,667.971 for the years
ended December 31, 2007 2006 and 2005, respectively.

Recently Issued Accounting Standards

In September 20086, the Financial Accounting Standards Board
("FASB") issued SFAS No. 157 Fair Value Measurements,
("SFAS 157"). SFAS 157 defines fair value, establishes a frame-
work for measuring fair value in accordance with generally
accepted accounting principles {"GAAP"), and expands disclo-
sures about {air value measuremenis. SFAS 157 is effective for
fiscal years beginning after November 17 2007 AtheroGenics
does not believe adoption will have a material impact on its
results of operations.

In February 2007 FASB issued SFAS No. 159, The Fair Value
Option for Financial Assets and Financial Liabilities, (" SFAS
159"). SFAS 159 permits entities to choose to measure many
financial instruments at fair value rather than under other
GAAP such as histarical costs. This results in the financial
instrument being marked to fair value every reporting period
with the gain or loss from a change in the fair value recorded
in the statement of operations. SFAS 159 is effective for fiscal
years begirning after November 17, 2007, AtheroGenics is cur
rently analyzing the impact, if any, that SFAS 159 will have on
its results of operations.

2. Collaborations

in 2005, AtheroGenics announced a license and collabora-
tion agreement with AstraZeneca for the global development
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and commercialization of AGI-1067 Under the terms of the
agreement, AtheroGenics received an upfront nonrefundable
license fee of $560,000,000 and, subject to the achievement
of specific milestones including a successful outcome in
ARISE (Aggressive Reduction of Inflammation Stops Events),
AtheroGenics was eligible for development and regulatory mile-
stones of up to an aggregate of $300,000,000. The agreement
also provided for progressively demanding sales performance
related milestones of up to an additional $650,000,000 in the
aggregate. In addition, Atherolienics was to receive royalties
on product sales. AstraZeneca was responsible for supplying
all of the manufacturing, packaging and labeling. AstraZeneca
had the right to terminate the license and collaboration agree-
ment at specified periods. In April 2007 AstraZeneca notified
us that pursuant to the terms of the agreement, it was ending
the collaboration. The agreement was terminated in July 2007,

In the second half of 2006, AtheroGenics was engaged sepa-
rately by AstraZeneca to conduct FOCUS, FOCUS was a follow-
up Phase I clinical trial for patients exiting ARISE, designed to
collect extended safety information. Pursuant to the terms of
the license agreement, AstraZeneca funded the entire cost of
the trial which has been concluded.

In 2004, AtheroGenics announcad a collaboration with Astellas
Pharma Inc. (formerly known as Fujisawa Pharmaceutical Co.,
Ltd.) to develop AGI-1096 as an oral treatment for the pre-
vention of organ transplant rejaction. Under the agreement.
AtheroGenics agreed to collaborate with Astellas to conduct pre-
clinical and early stage clinical development trials, with Astellas:
funding all development costs during the term of the agree-
ment. Astellas received an opt on to negotiate for late stage:
development and commercial rights to the compound. Astellas:
hes informed us that ihey have completed their current develop-
ment activities and do not have further development plans.

3. Short-Term Investments

Short-term investments consist of debt securities classifiec
as available-forsale and have maturities greater than 90 days
from the date of acquisition. AtheroGenics has invested pri-
marily in corporate notes and commercial paper, all of whicl
have a minimum investment rating of A1/P1, and government
agency notes. There were no -ealized gains or losses from
the sale of investments for the years ended December 31,
2007 and 2006. The cumulative unrealized gains were $14,85¢
and $7682 at December 31, 2007 and 20086, respectively.
The following table summarizes the estimated fair value of
AtheroGenics’ shori-term investments:

December 31, 2007 2006
Commercial paper $12,301,963 $22,715,730
Corporate notes 3,776,569 12,509,175
Government agency notes 2,001,500 28,739,955
Total $18,080,032 $63,964,860

All available-forsale securities hald at December 31, 2007 will
mature during 2008.
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4. Equipment and Leasehold Improvements

Equipment and leasehold improvermnents consist of the following:

December 31, 2007 2006
Construction-in-progress $ — $ 5429178
Laboratory equipment 3,316,350 3,382,243
Leasehold improvements 3,107,353 3,244,412
Computer and office equipment 2,702,639 2,349,797
9,126,342 14,405,630
Accumulated depreciation and
amortization {6,765,289) (4,720,565}
Net equipment and leasehold
improvements $ 2,361,053 $ 9,684,965

In March 2005, AtheroGenics had committed to purchase cer
tain commercial manufacturing equipment for AGI-1067 to
be delivered in 2006. In March 2006, AstraZeneca assumed
this commitment, and the costs were shared equally
between AtheroGenics and AstraZeneca, subject to a limit on
AtheroGenics’ portion, as part of the joint license and collabo-
ration agreements that were signed in December 2005. As a
result of the termination of the ¢ollaboration and transition of
commercial manufacturing equipment by AstraZeneca, this
equipment was deemed impaired and AtheroGenics recorded
a non-cash write-down of approximately $7.500,000 in the
second quarter of 2007,

In May 2007 AtheroGenics implemented an organizational
restructuring and recorded a non-cash write-down of approxi-
mately $1,500,000 for certain excess laboratory equipment and
related leasehold improvements that were deemed impaired.

5. Convertible Notes Payable

In August 2003, AtheroGenics issued $100,000,000 in
aggregate principal amount of 4.5% convertible notes due
September 1, 2008 (the “2008 Notes”) with interest pay-
able semi-annually in March and September. Net proceeds to
AtheroGenics were approximately $96,700,000, after deduct-
ing expenses and underwriter's discounts and commissions.
The issuance costs related to the notes are recorded as debt
issuance costs and other assets and are being amortized to
interest expense over the five-year life of the notes. The notes
may be converted into shares of AtheroGenics’ common stock,
at the option of the holder, prior to the close of business on
September 1, 2008 at a conversion rate of 65.1890 shares per
$1,000 principal amount of notes, representing a conversion
price of approximately $15.34.

In January 2006, AtheroGenics exchanged $14,000,000 in
aggregate principal amount of the 2008 Notes for approximately
1,100,000 shares of AtheroGenics common stock. In accor
dance with SFAS No. 84, Induced Conversion of Convertible
Debt, this transaction resulted in a non-cash charge of approxi-
mately $3,500,000 related to the premium paid in excess
of the conversion price in order to induce conversion of the
notes and the write-off of the portion of debt issuance costs

attributable to the notes converted. This amount is recorded as
other expense in the statements of operations.

in July 2007 AtheroGenics extinguished $38,000,000 in aggre-
gate principal amount of the 2008 Notes with certain hold-
ers and issued $60,400,000 in aggregate principal amount
of 4.5% Convertible Notes due 2011 (the “2011 Notes”). This
exchange was accounted for in accordance with EITF 96-19,
Debtor’s Accounting for a Modification or Exchange of Debt
instruments. The 2011 Notes were initially recorded at their fair
value of $38,000,000. The $22,400,000 difference between
the principal amount and the initial fair value of the 2011
Notes, the discount, will be accreted up to the face amount of
$60,400,000 as additional interest expense over the remaining
life of the new convertible notes. As of December 31, 2007,
the remaining balance of the discount on these notes was
approximately $20,300,000.

The terms of the 2011 Notes are substantially similar to the
2008 Notes including the same customary default events
except that the 2011 Notes will mature in March 2011 as
opposed to September 2008. The 2011 Notes, like the 2008
Notes, hear an interest rate of 4.5%, payable semiannually in
arrears on March 1 and September 1.

Like the 2008 Notes, the 2011 Notes are convertible into
shares of AtheroGenics common stock (“Shares”) at any time
prior to the close of business on the final maturity date, sub-
ject to AtheroGenics’ right to redeem the 2011 Notes prior to
their maturity. The initial conversion rate for the 2011 Notes is
65.1890 Shares per $1,000 principal amount of 2011 Notes.

Also like the 2008 Notes, AtheroGenics may be required to
redeem the 2011 Notes on an accelerated basis if AtheroGenics
defaults on certain other debt obligations or if AtheroGenics
common stock or consideration received in exchange for such
commen stock is not tradable on a national securities exchange
or system of automated quotations.

In January 2008, AtheroGenics redeemed $17500,000 of
its 2008 Notes and, in exchange, issued $11,500,000 of
4.5% convertible notes due in 2011 along with $5,500,000
of cash. Based on this transaction and the guidance in SFAS
6, Classification of Short-Term Obligations Expected to Be
Refinanced, AtheroGenics reclassified, as of December 31,
2007 $12,000,000 from current portion of convertible notes
payable to non-current portion of convertible notes payable.
In accordance with the guidance in SFAS 6, AtheroGenics has
the intent and ability to refinance this debt as evidenced by
this January 2008 transaction.

In January 2005, AtheroGenics issued $200,000,000 in aggre-
gate pringipal amount of 1.5% convertible notes due February 1,
2012 {the "2012 Notes"} with interest payable semi-annually
in February and August. Net proceeds to AtheroGenics were
approximately $193,600,000, after deducting expenses and
underwriter’'s discounts and commissions. The issuance costs
related to the notes are recorded as debt issuance costs and
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other assets and are being amaortized to interest expense
over the seven-year life of the notes. The 2012 Notes may be
converted into shares of AtheroGenics’ common stock, at the
option of the holder, at a conversion rate of 38.5802 shares per
$1,000 principal amount of notes, which represents a conver
sion price of approximately $25.92.

The conversion rate for both series of notes is subject to
adjustment for stock dividends and other dilutive transac-
tions. In addition, AtheroGenics’ Board of Directors may, to
the extent permitted by applicable law, increase the conver
sion rate provided that the Board of Directors has determined
that such increase is in the best interest of AtheroGenics and
such increase remains effective for a period of at least twenty
days. AtheroGenics may also be required to redeem the notes
on an accelerated basis if AtheroGenics defaults on certain
oiher debt obligations or if AtheroGenics common stock or
consideration received in exchange for such common stock
is not tradable on a national securities exchange or system of
automated quotations,

As of December 31, 2007, AtheroGenics has reserved a total
of 14,783,194 shares of common stock for future issuance
in connection with the 2008 Notes, the 2011 Notes and the
2012 Notes. In addition, as of December 31, 2007 there was
approximately $1,600,000 of accrued interest related to the
2008 Notes and the 2011 Notes, which is due March 1, 2008,
and $1,300,000 of accrued interest related to the 2012 Notes,
which is due February 1, 2008.

Maturities of long-term debt as of December 31, 2007 are as
follows:

4.5% convertible notes due 2008 $ 35,968,750
4.5% convertible notes due 2011 72,441,250
1.5 % convertible notes due 2012 200,000,000
Face value of convertible notes
due 2011 and 2012 272.441.250
Discount on the notes due 2011 {20,278,148)

Total 2011 Notes and 2012 Notes $252,163,102

6. Net Loss Per Share

SFAS No. 128, Earnings per Share, requires presentation
of both basic and diluted earnings per share. Basic earnings
per share is computed by dividing net income (loss) by the
weighted average number of shares of common stock out-
standing during the period. Diluted earnings per share is com-
puted in the same manner as hasic earnings per share except
that diluted earnings per share reflects the potential dilution
that would occur if outstanding options, warrants and convert-
ible notes payable were exercised.

During all periods presented, AtheroGenics had securities out-
standing that could potentially dilute basic earnings per share in
the future, but were excluded from the computation of diluted
net loss per share, as their effect would have been antiditutive.
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Basic and diluted net loss per share amounts are the same fcr
the periods presented. These outstanding securities consist cf
the following at the dates indicated:

Year Ended December 31, 2097 2006 2005
Shares underlying

convertible notes 14,783,134 13,322,307 14,234,953
Options 6,600,816 6,521,524 4,375,632
Warrants 82,436 82,436 82,435
Total 21,466,496 19,926,267 18,693,021
Weighted average

conversion price of

shares underlying

convertible notes $20.36 $21.47 $22.39
Weighted average

exercise price

of aptions $ 856 $11.73 $11.17
Weighted average

exercise price

of warrants $ 5.64 $ 564 $ 564

7 Common Stock

In November 2001, AtheroGenizs' Board of Directors adopted
a Shareholder Rights Plan, declaring a dividend distribution
of one common stock purchase right on each outstanding
share of its common stock. Urtil the rights become exercis-
able, the rights will trade automatically with the common
stock of AtheroGenics and separate rights certificates will
not be issued. Under the rights plan, each right consists
of an initial right and subsequent rights. Initial rights will be:
exercisable only if a person or group acquires 15% or more ¢°
AtheroGenics' common stock, 'whether through open marke”
or private purchases or consummation of a tender or exchange:
offer. If, following the exercise of initial rights, a person ot
group again acquires 15% or more of AtheroGenics’ commeor
stock, or a person or group who had previously acquired 15%
or more of AtheroGenics’ common stock acquires an additiona
10% or more of the common stock, the subsequent rights
become exercisable. Each right will initially entitle sharehotd-
ers to buy eight shares of common stock at an exercise price
equal to 20% of the then current market value of the commor
stock, calculated and adjusted according to the terms of the
rights plan. The number of shares that can be purchased upor
exercise will increase as the number of shares held by the
bidder increases.

If AtheroGenics is acquired in a merger or other business com-
bination, each right will entitle its holder to purchase, at the
right's then-current exercise price, a number of the acquiring
company'’s shares equal in value to those obtainabie if the
rights were exercisable in AtheroGenics’ common stock.

The rights are intended to enabte all shareho!ders to realize the
long-term value of their investment in AtheroGenics. They will
not prevent a takeover, but should encourage anyone seeking
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to acquire AtheroGenics to negotiate with the Board of
Directors prior to attempting a takeover. The Board of Directors
may redeem any non-exercisable rights at any time at its
option at a redemption price of $.0001 per right. The rights plan
expires at the close of business on November 8, 2011.

8. Stock Options and Warrants

During 1997 AtheroGenics established an equity owner-
ship plan {the 1997 Plan”) whereby options to purchase
AtheroGenics’ common stock may be granted to employees,
directors, consultants or contractors with exercise prices not
less than the fair value of the shares on the dates of grant.
The 1997 Plan, as amended, authorizes the grant of options for
up 10 3,724,416 shares of AtheroGenics’ common stock. The
1997 Plan expired in 2007 and 119,475 shares that were avail-
able for grant expired. As of December 31, 2007 AtheroGenics
had 1,298,087 shares of common stock reserved for issuance
under the 1997 Plan in connection with outstanding options.

During 2001, AtheroGenics established an equity owner-
ship plan {the “2001 Plan") whereby options to purchase
AtheroGenics’ common stock may be granted to employees,
directors, consultants or contractors with exercise prices not

less than the fair value of the shares on the dates of grant,
The 2001 Plan allows for grants of non-qualified options, incen-
tive stock options and shares of restricted stock. Non-qualified
options granted under the 2001 Plan may vest immediately
for non-employees, but generally vest over a fouryear period
for employees. Incentive stock options generally vest over
four years. The 2001 Plan authorizes the grant of options for
up to 2,000,000 shares of AtheroGenics’ common stock. As
of December 31, 2007, AtheroGenics had 1,563,464 shares of
common stock reserved for issuance under the 2001 Plan in
connection with cutstanding options or future grants.

During 2004, AtheroGenics established an equity owner
ship plan {the “2004 Plan") whereby options to purchase
AtheroGenics' common stock may be granted to employees,
directors, consultants or contractors with exercise prices not
less than the fair value of the shares on the dates of grant. The
2004 Plan authorizes the grant of options for up to 4,500,000
shares of AtheroGenics’ common stock. As of December 31,
2007 AtheroGenics had 4,484,000 shares of common stock
reserved for issuance under the 2004 Plan in connection with
outstanding options or future grants. The terms of the 2004
Plan are substantially similar to the terms of the 2001 Plan.

A summary of stock option activity under previous plans, the 1997 Plan, the 2001 Plan and the 2004 Plan follows:

Weighted
Average
Weighted Remaining Aggregate
Number of Average Contractual Intrinsic
Shares Exercise Price Life Value
Qutstanding at January 1, 2005 4,955,801 $10.20
Granted 317,900 13.46
Exercised {727,178} 4.1
Canceled {170,891} 17.49
Qutstanding at December 31, 20056 4,375,632 1.17
Granted 2,548,347 12.84
Exercised (224,249) 7.86
Canceled {178,2086) 18.71
QOutstanding at December 31, 2006 6,521,524 11.73
Granted 1,829,196 1.656
Exercised (65,565) .35
Canceled (1,684,339) 13.63
Outstanding at December 31, 2007 6,600,816 $ 8.56 6.45 $18,440
Vested and expected to vest at December 31, 2007 6,148,930 $ 876 6.28 $18,440
Exercisable at December 31, 2007 3,880,652 $ 992 4.89 $18,440

The total intrinsic value of options exercised during the years ended December 31, 2007, 2006 and 2005 was $255,936, $2,036,178
and $9,796,231, respectively. Cash received from option exercises during the years ended December 31, 2007 2006 and 2005
was $23,075, $1,762,357 and $2,989,844, respectively. AtheroGenics has a net operating loss carryforward as of December 31,
2007 and therefore no excess tax benefits for tax deductions related 1o the stock options were recognized.
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The following table summarizes information concerning currently outstanding and exercisable options granted under the 1997

Plan, the 2001 Plan and the 2004 Plan as of December 31, 2007

Options Cutstanding

Options Exercisable

Number Weighted Average Weighted Average Number Weighted Average
Exercise Price Qutstanding Remaining Years Exercise Price Exercizable Exercise Price
$.30 - $2.14 1,696,617 5.58 $ .45 896,450 £ A4
241 - 7.4 1,705,695 6.37 4.40 957,644 5.96
7.65 - 14.86 1,813,674 7.02 11.81 1,115,250 12.53
14.83 - 32.95 1,384,830 6.86 19.39 911,308 20.24
30 - 3295 6,600,816 6.45 8.56 3,880,652 9.92

During 2006 and 2005, AtheroGenics recorded a total of
$48,410 and $184,293, respectively, of amortization of deferred
stock compensation related to options and warrants which had
been granted to non-employees in prior years. At December
31, 2007 warrants to purchase 56,000 shares of AtheroGenics’
commaon stock remain outstanding which were issued in con-
nection with a license agreement in 2001,

9. Employee Benefit Plan

AtheroGenics has a defined contribution pfan covering sligible
employees, which is qualified under Section 401({k} of the
Internal Revenue Code {“IRC"}. Under the provisions of the
ptan, eligible participating employees may elect to contribute
up to the maximum amount of tax deferred contribution

aliowed by the IRC. AtheroGenics may make a discretionary
contribution. During 2007, AtheroGenics matched 50% of
employees’ contributions, up to 8 maximum of 6% of the
employees’ annual base compensation. AtheroGenics’ contri
butions to the plan for 2007 2006 and 2005 aggregated
$254,197 $261,098 and $2376E2, respectively. AtheroGenics’
stock is not an eligible investment under this plan.

10. Income Taxes

AtheroGenics’ income tax expsnse was $0 for years ended
December 31, 2007 2006 and 2005. The primary factors
causing income tax expense tc be different than the federal
statutory rates are as follows:

December 31, 2007 2006 2005
Incomes tax benefit at statutory rate $ (16,819,314) $ (22,889,606) $ {28.068.471)
Incentive stock options 1,713,073 2,132,144 —
State income tax benefit net of federal tax benefit (1,758,635} (2,416,408} (3,269,151)
General business credit (1,583,721} (2,663,331) (2,965,400}
Loss on debt conversion 1,121,880 — —_
Other 137,635 9,695 (136,356}
Valuation allowance 17,189,082 25,827,506 34,439,378
Income 1ax expense $ — 3 — $ —

At December 31, 2007 AtheroGenics had net operating loss carryforwards and research and development credit carryforwards
of $387791,865 and $13,607265, respectively, for income tax purposes, which both begin to expire in 2010. The significant

components of the deferred tax assets are:

December 31, 2007 2006
Net operating loss carryforwards $146,807,285 $125,480,818
Research credits 13,607,265 12,023,b44
Impairment reserve 3,414,258 —
Deferred stock compensation 2,355,798 1,380,850
Deferred revenue - 10,280,833
Other 633,067 462,546
Total deferred tax assets 166,817,673 149,628,591
Valuation atlowance (166,817,673) (149,628,591}

Net deferred tax assets
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Because of AtheroGenics' lack of earnings history, the deferred tax assets have been fully offset by a veluation allowance. The
valuation allowance increased $17.189,082 and $25,827506 in 2007 and 2006 as follows:

December 31, 2007 2006
Deferred tax valuation allowance at beginning of year $149,628,591 $123,801,085
Change in cumulative tax differences 17,189,082 25,827,506
Deferred tax valuation allowance at end of year $166,817,673 $149,628,591

AtheroGenics’ net operating loss carryforwards and research
and development credit carryforwards may be subject to cer-
tain IRC Section 382 and Section 383 limitations on annual
utilization in the event of changes in ownership. These limita-
tions could significantly reduce the amount of the net operat-
ing loss carryforwards available in the future. The utilization of
the carryforwards is dependent upon the timing and extent of
AtheroGenics' future profitability. The annual limitations com-
bined with the expiration dates of the carryforwards may pre-
vent the utilization of all of the net operating loss and research
and development credit carryforwards if AtheroGenics does
not attain sufficient profitability by the expiration dates of the
carryforwards.

In July 2006, the FASB issued FASB Interpretation No. 48,
Accounting for Uncertainty in Income Taxes-an Interpretation
of FASB Statement No. 102("FIN 48"), which provides criteria
for the recognition, measurement, presentation and disclosure
of uncertain tax positions. AtheroGenics adopted the provision
of FIN 48 on January 1, 2007 AtheroGenics has no uncertain
tax positions and no cumulative adjustment was required or
recorded as a result of the implementation of FIN 48. As of
January 1, 2007 and December 31, 2007, AtheroGenics had no
unrecognized tax benefits. AtheroGenics will recognize accrued
interest and penalties related to unrecognized tax benefits in
income tax expense if and when incurred. AtheroGenics has
no interest or penalties related to unrecognized tax benefits
accrued as of December 31, 2007 AtheroGenics does not
anticipate that unrecognized benefits will be incurred within
the next 12 months. Since AtheroGenics has tax net operating
losses since inception, all tax years remain open under federal
and siate statute of limitations,

1. Commitments and Contingencies

On June 19, 1998, AtheroGenics entered into a ten-year oper-
ating lease for office and laboratory space through March 1,
2009. Monthly lease payments of approximately $89,400
began March 2, 1999, the date occupancy commenced. These
payments are subject to increases during each successive
12-month period based on changes in the Consumer Price
Index (“CPI"). Future increases in monthly lease payments due
to increases in the CPI are censidered to be contingent rent-
als, and, therefore, will be charged to expense over the lease
term as they hecome payable, AtheroGenics may extend the
lease term for two successive five-year periods. AtheroGenics’
other operating lease abligations are not significant.

At December 31, 2007, AtheroGenics” minimum aggregate
commitments under long-term, non-cancelable operating
feases are as follows:

2008 $1,269,462
2009 212,897
2010 1,755
Thereafter —

$1.484,114

Net rent expense under operating leases amounted to
$1,329,812, $1,351,190 and $1,161,682 in 2007 2006 and
20065, respectively.

As of February 25, 2008, AtherocGenics had approximately
$30,500,000 of 2008 Notes outstanding, which amount will
become due on September 1, 2008. Although AtheroGenics
expects to have enough cash on hand to repay all amounts
due pursuant to the 2008 Notes and fund the 2008 opera-
tions, this repayment will leave substantially less cash to fund
angaing operations during 2009. AtheroGenics' strategy is to
raise additional capital, enter into collaboration arrangements
to fund the development and commercialization of AGI-1067,
or restructure its 2008 Notes before they become due. In
addition, AtheroGenics received notices from Nasdagq of viola-
tions of two listing standards: {1} failure to maintain a market
value of listed securities above $50,000,000 and (2) failure to
maintain a closing bid price of our common stock above $1.00,
If AtheroGenics' common stock fails to be listed on the Nasdag
Global Market or another national securities exchange, each
holder of the notes will have the right to require AtheroGenics
to redeem the notes at face value. If the maturity of the out-
standing notes were accelerated AtheroGenics would attempt
to refinance or restructure these obligations. |f AtheroGenics
does not have sufficient liquidity to fund operations or pay any
of its debt when due, it may seek relief under Title 11 of the
U.S. Code (the “Bankruptcy Code”) at some point in the future.

12. Subsequent Events

On January 8, 2008, AtheroGenics issued approximately
$11,500,000 in aggregate principal amount of its 2011 Notes
and approximately $5,500,000 in cash consideration to certain
helders (the "Holders”} of $17500,000 in aggregate principal
amount of its 2008 Notes. The terms of the 2011 Notes are
substantially similar to the 2008 Notes including the same
customary events of default, except that the 2011 Notes will
mature in March 2011 as opposed 1o September 2008,
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13. Quarterly Results of Operations {Unaudited)

The following is a summary of the unaudited quarterly results of operations:

Year Ended December 31, 2007 1st Quarter 2nd Quarter 3rd Quartar 4th Quarter
Revenues $ 11,461,252 $30,258,704 $ 7.438.867 $ 3.118,004
Operating toss (12,448,526) {5,655,021) (12,466,120 (13,782,036)
Net loss (12,652,624) {6,138,681) (14,675,4€7) (16,001,797}
Net loss per share data:

Basic and diluted (0.32} {0.18) {0.27) {0.40)
Year Ended December 31, 2006 1st Quarter 2nd Quarter 3rd Quarter 4th Quarter
Revenues $ 4,166,667 $ 6,250,000 $10,292,683 $ 10,965,495
Operating loss (15,801,288} (13,369,049} (14,625,320} {20,757,940)
Net loss (19,224,807} (13,056,223) (14,373.320) {20,668,022)
Net loss per share data:

Basic and diluted (0.49) {0.33) {0.36) (0.52)

Because of the method used in calculating per share data, the quarterly per share data will not necessarily add to the per share

data as computed for the year.
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Report of Independent Registered Public Accounting Firm
on Internal Control

The Board of Directors and Shareholders of AtheroGenics, inc.

We have audited AtheroGenics, Inc’s internal control over financial reporting as of December 31, 2007, based on criteria estab-
fished in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission {the "COSO criteria”). AtheroGenics, Incs management is responsible for maintaining effective internal control over
financial reporting, and for its assessment of the effectiveness of internal control over financial reporting included in the accom-
panying Management’s Annual Report on Internal Control over Financial Reporting. Qur responsibility is to express an opinion on
AtheroGenics, Incs internal control over financial reparting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board {United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal
control over financial reporting was maintained in all material respects. Our audit included obtaining an understanding of internal
control over financial reporting, assessing the risk that a material weakness exists, testing and evaluating the design and operating
effectiveness of internal control based on the assessed risk, and performing such other procedures as we considered necessary in
the circumstances. We believe that our audit provides a reasconable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliabit-
ity of financial reporting and the preparation of financial staterents for external purposes in accordance with generally accepted
accounting principtes. A company’s internal control over financial reporting includes those policies and procedures that {1} pertain
to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets
of the company; {2} provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are
being made only in accordance with authorizations of management and directors of the company; and (3) provide reascnable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company's assets that
could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projec-
tions of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of
changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, AtheroGenics, Inc. maintained, in all material respects, effective internal control over financial reporting as of
December 31, 2007 based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board {United States), the
balance sheets of AtheroGenics, Inc. as of December 31, 2007 and 20086, and the related statements of operations, shareholders’
deficit and cash flows for each of the three years in the period ended December 31, 2007 and our report dated February 28, 2008
expressed an unqualified opinion thereon,

St + LLP

Atlanta, Georgia
February 29, 2008
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Report of Independent Registered Public Accounting Firm
on Financial Statements

The Board of Directors and Shareholders of AtheroGenics, Inc.

We have audited the accompanying balance sheets of AtheroGenics, Inc. as of December 31, 2007 and 2006, and the related
statements of operations, shareholders’ deficit and cash flows for each of the three years in the period ended December 31, 2007
These financial statements are the responsibility of the Company's management. Gur responsibility is to express an cpinion on
these financial statements based on our audits.

We conducted our audits in accordance with auditing standards of the Public Company Accounting Oversight Board {Unitec’
States). Those standards require that we plan and perform the audit 10 obtain reascnable assurance about whether the financia
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts anc
disclosures in the financial statemenis. An audit also includes assessing the accounting principtes Jsed and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a rea-
sonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position ol
AtheroGenics, Inc. at December 31, 2007 and 2006, and the results of its operations and its cash flows for each of the three years
in the period ended December 31, 2007, in conformity with U.S. generally accepted accounting prinziples.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States}, the
effectiveness of AtheroGenics, Inc’s internal control over financial reporting as of December 31, 2007, based on criteria established
in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Cormmission
and our report dated February 29, 2008 expressed an unqgualified opinion thereon.

St ¥ LLP

Atlanta, Georgia
February 29, 2008
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Management’s Annual Report on Internal Control
over Financial Reporting

Management of AtheroGenics, Inc. is responsible for establishing and maintaining adequate internal control over financial
reporting as defined in Rules 13a-15(f) and 15d-15{f} under the Securities Exchange Act of 1934, as amended. AtheroGenics'’
internal control over financial reporting is designed to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with U.S. generally accepted accounting principles.
AtheroGenics’ internal control over financial reporting includes those policies and procedures that:

* pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of
the assets of AtheroGenics;

* provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in
accordance with U.S. generally accepted accounting principles, and that receipis and expenditures of AtheroGenics are being
made only in accordance with authorizations of management and directors of AtheroGenics; and

¢ provide reasonable assurance regarding prevention or timely detection of unauthorized acquisttion, use or disposition of
AtheroGenics’ assets that could have a material effect on the financial staterments.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

Management, including AtheroGenics’ principal executive officer and principal financial officer, assessed the effectiveness of
AtheroGenics' internal control over financial reporting as of December 31, 2007 In making this assessment, management used
the criteria set forth by the Committee of Sponsoring Organizations of the Treadway Commission {COSO) in Internal Control-
Integrated Framework.

Based on our assessment and those criteria, management believes that AtheroGenics maintained effective internal control over
financial reporting as of December 31, 2007

AtheroGenics’ independent registered public accounting firm has issued a report on AtheroGenics’ internal control over financial
reporting which is included herein.

Market for Registrant’s Common Equity, Related Shareholder
Matters and Issuer Purchases of Equity Securities

Common Stock Information

Our common stock is traded on the Nasdag Global Market under the symbol "AGIX” The following table sets forth the range of high
and low reported last sale price per share of our common stock as quoted on the Nasdaq Global Market for each period indicated.

Commeon Stock

High Low

Year ended December 31, 2007
First quarter $12.46 $ 280
Second quarter 3.86 2.10
Third quarter 3.00 1.12
Fourth quarter 1.86 0.36

Year ended December 31, 2006
First quarter $20.67 $15.00
Second quarter 16.18 12.53
Third quarter 14.17 12.23
Fourth quarter 15.21 9.91

As of February 25, 2008, there were approximately 13,700 holders of our common stock. This number includes beneficial owners
of our common stock whose shares are held in the names of various dealers, clearing agencies, banks, brokers and other fiductaries.
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Stock Performance Graph

The following graph shows the total sharehclder return of an investrnent of $100 in cash in AtheroGenics’ common stock from
December 31, 2002 thraugh December 31, 2007 compared to the total return of the same investrnent in the Nasdag Composite:
{U.S.) Index and the Nasdaq Index Biotech for that same period. All values assume reinvestment of the full amount of all dividends,
although dividends have never been declared on AtheroGenics’ common stock.

—&— AtheroGenics, Inc. —i#— Nasdag Composite (U.5) Index —#— Nasdaq Index — Biotech
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12/31/02 12/31/03 12/31/04 12/31/05 12/31/06 12/3%/07
12/31/02 12131703 12/31/04 12/31705 12/31/06 12/31/0%
AtheroGenics, Inc. $100.00 $200.54 $31795 $270.0< $133.4 $ 513
Nasdag Composite (U.S.) Index $100.00 $150.01 $162.90 $165.12 $180.86 $198.60
Nasdaq Index - Biotech $100.00 $145.75 $154.68 $159.07 $160.69 $168.05

Dividend Policy

We have never declared or paid any dividends on our capital stock. We currently intend to retain all of our future earnings, if any, to
finance our operations and do not anticipate paying any cash dividends on our capital stock in the foreseeable future.
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